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> Lake, Hill & Myers

, 6695 South 1300 East
A PROFESSIONAL CORPORAT/dN Salt Lake City, Utah 84121
CERTIFIED PUBLIC ACCOUNTAN%TS Voice: (801) 947-7500 Fax: (801) 947-7609

REP (];)RT OF INDEPENDENT PUBLIC ACCOUNTANTS

October 20, 2006

To the Board of Directors df
Salt Lake Neighborhood Housing Services, Inc.

We have audited the accompanymg statement of financial position of Salt Lake Neighborhood Housing
Services, Inc. (a nonprofit organization) as of June 30, 2006 and 2005 and the related statements of activities
and change in net assets, functlonal expenses and cash flows for the years then ended. These financial
statements are the responsibility of the Organization's management. Our responsibility is to express an
opinion on these financial sitatements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standard$ applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audits to obtain reasonable assurance about whether the financial statements are free of material

| misstatement. An audit fincludes examining, on a test basis, evidence supporting the amounts and

disclosures in the financial [statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the ﬁnanc1al statements referred to above present fairly, in all material respects, the financial
position of Salt Lake Nelgﬂborhood Housing Services, Inc. as of June 30, 2006 and 2005, and the change in
its net assets and cash flows for the years then ended in conformity with accounting principles generally
accepted in the United States of Amer1ca

In accordance with Governp1ent Auditing Standards, we have also issued our report dated October 20, 2006
on our consideration of Sait Lake Neighborhood Housing Services, Inc.'s internal control over financial
-reporting and our tests of 1ts compliance with certain provisions of laws, regulations, contracts and grants.
The purpose of that report 1s to describe the scope of our testing of internal control over financial reporting
and compliance and the reLults of that testing and not to provide an opinion on the internal control over
~ financial reporting or on cu)mphance That report is an integral part of an audit performed in accordance
with Government Auditing .Standards and should be considered in assessing the results of our audit.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The accompanying schedule of expenditures of federal awards on page 23 is presented for
purposes of additional anallysis as required by U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations, and is not a required part of the basic
financial statements. Such information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

L ohe, HLL & Mopas-




SALT LAKE NEIGHBORHOOD HOUSING SERVICES, INC.

STATEMENT OF FINANCIAL POSITION

ASSETS

Cash

Restricted cash :
Grants receivable i
Other receivables !
Prepaid expense .
Deposits

Mortgage loans receivablg, less loss reserve
of $135,649 and $171,102

Property held for development, rehabilitation and sale,
less allowance for loss df $179,656 and $184,605

Investment in and advances to related real estate
limited liability company

Property and equipment, net

LIABILITIES AND NlET ASSETS

Accounts payable '

Accrued expenses :

Accrued master lease obligation

Escrow deposits ;

Earnest money deposits |

Notes payable - rehabilitation and development
Long-term debt - revolvin!g loans

Total liabilities |
Net assets:
Unrestricted :
Temporarily restricted

Permanently restricted

Total net assets

-2

See notes to financial statements.

June 30,
2006 2005
$ 337,642 $ 210,710
1,192,137 1,842,572
21,641 34,084
750 1,161
10,375 15,623
70,926 70,926
2,515,282 3,022,408
3,918,671 2,807,162
1,663,136 965,000
239.686 271.165
9,970,246 9240811
$ 52,904 $ 2,364
51,816 204,765
254,234 300,000
32,856 41,601
21,500 -
2,778,612 2,130,733
1.888.091 1,910,188
5,080,013 4,589,651
1,473,249 1,371,587
123,577 62,000
3,293.407 3,217.573
4.890.233 4.651.160
9.970,246 9.240.811




SALT LAKE NEIGHBORHOOD HOUSING SERVICES, INC.

STATEMENT OF ACTIVITIES AND CHANGE IN NET ASSETS

Unrestricted net assets:

Public support and revenu

Contributions:
Private donors
Foundations
Corporations
Special events

Direct cost of benef

Restrictions satisfied

Public grants and contract

it to donors

Restrictions satisfied

Program revenue:

Sale of property held

Loan service fees
Miscellaneous
Interest income

Total unrestricted pubilic support and revenue

Expenses:
Program services:

Home ownership preservation and promotion
Community based ecanomic development
Community building #nd organizing

Asset and property mafmagement

Real estate development

Supporting services:

Management and general

Fundraising

Total expenses

Change in unrestricted net assets

(continued)

See notes to financial statements.
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Year ended June 30.
2006 2005
$ 7,556 $ 9,979
55,300 72,100
121,138 152,150
21,982 34,491
(16,755) (11,510)
38.293 56,108
227,514 313318
429,616 301.640
429.616 301,640
596,177 333,900
13,162 . 32,197
14,483 28,083
346,637 230,029
970.459 624.209
1,627,589 1,239,167
257,215 372,519
28,840 -
194,539 262,529
549,081 427,174
281.220 220,962
1,310,895 1,283.184
170,743 93,672
44,289 24.896
215.032 118.568
1,525,927 1,401,752
101,662 (162,585)




SALT LAKE NEIGHBORHOOD HOUSING SERVICES, INC.
STATEMENT OF ACTIVITIES AND CHANGE IN NET ASSETS
(continued)
Year ended June 30,
2006 2005
Temporarily restricted net assets:
_Public support and revenue: '
Private donors $ 1,503 $ 555
United Way - 995
Foundations 20,000 21,665
Corporations 64,517 30,893
Restrictions satisfied (38.293) (56.108)
| 47,727 (2.000)
Public grants and contracts:
Juvenile Justice 18,000 18,000
Weed and Seed Grant - 10,000
Youth Corrections - 5,000
Arts Council 8,000 -
ADDI Grant : 20,000 -
Salt Lake County Substance Abuse 70,000 69,013
Community Development Block Grant 169,600 65,200
Neighborhood Reinvestment Corporation 157,866 104,844
Restrictions satisfied (429.616) (301.640)
13.850 (29.583)
Total public support and revenue 61,577 (31.583)
Change in temporarily restri¢ted net assets 61.577 (31,583)
Permanently restricted net assets:
Public grants and contracts: ‘
Neighborhood Reinvestment Corporation 50,000 125,000
50.000 125.000
Program revenue:
Interest income 25.834 30.797
' 25,834 30,797
Total public support andj, revenue 75.834 155,797
Change in permanently restr:icted net assets 75,834 155,797
Change in et assets | 239,073 (38,371)
Net assets, beginning of yeas 4,651,160 4,689,531
Net assets, end of year $4,890233 34,651,160

See notes to financial statements.
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SALT L

AKE NEIGHBORHOOD HOUSING SERVICES, INC.

STATEMENT OF CASH FLOWS

Cash flows from operating activities:
Cash received from contributions, government,
contracts, and customers

Interest received

Cash paid to vendors and employees

Interest paid
Net cash provided b

Cash flows from investing
Purchase of property 3
Decrease in restricted
Increase in property hy
Increase in investmen

to related real estate
Mortgage loans receiy
Mortgage loans receiy
Increase in deposits
Increase in earnest mc

y operating activities

y activities:

ind equipment

cash

cld

t in and advances

limited liability company
rable made

rable payments received

ney deposits

Net cash provided by (used in) investing activities

Cash flows from ﬁnancin|

activities:

Increase on notes payable - rehabilitation, net
(Decrease) increase in escrow deposits
Decrease in long-term debt - revolving loans, net

Net cash provided by (used in) financing activities
|

Net increase (decrease) ni cash

Cash at beginning of yeaﬂ

Cash at end of year

(continued)

-7-

See notes to financial statements.

Year ended June 30,
2006 2005
$1,258,294 §$1,133,205
372,471 260,826
(1,424,172)  (1,090,254)
(99,595) (157.294)
106,998 146,483
(6,921) -
650,435 951,424
(914,631) (745,941)
(698,136) (150,000)
(74,315) (537,289)
424,965 828,248
- (70,926)
21.500 -
(597.103) 275,516
647,879 226,213
(8,745) 1,637
(22,097) _(1.713.150)
617.037 (1,485.300)
126,932 (1,063,301)
210,710 1,274,011
$ 337642 §$ 210710




SALT LAKE NEIGHBORHOOD HOUSING SERVICES, INC.,

Reconciliation of increase

STATEMENT OF CASH FLOWS

(continued)

(decrease) in net assets

to net cash provided by gperating activities:

Increase (decrease) in net assets

Adjustments to reconcile increase (decrease) in net assets
to net cash provided by aperating activities:

Depreciation
Change in loss reserve

Change in property held reserve

Change in assets and liabilities:
Decrease in grants receivable
Decrease in other receivables

Decrease (increase)

in prepaid expenses

Increase (decrease) in accounts payable

Decrease in accrued
(Decrease) increase

expenses

in accrued master lease obligation

Net cash provided by operating activities

Schedule of non-cash investing and financing activities:

Year ended June 30,
2006 2005
$ 239,073 $(38,371)
38,400 38,829
(35,453) (1,796)
(4,949) (165,976)
12,443 30,516
411 134
5,248 (2,815)
50,540 (6,028)
(152,949) (8,010)
(45.,766) 300,000
§$ 106,998 $ 146,483

During the years ended June 30, 2006 and 2005, the Organization transferred loans receivable
3,967 to property held for sale, representing property acquired through

totaling $191,929 and $8
foreclosure.

See notes to financial statements.
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SALT LAKE NEIGHBORHOOD HOUSING SERVICES. INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Organization |

Salt Lake Neighborhood }iousing Services, Inc. (the Organization) (a non-profit organization) was
organized under the laws o!f the State of Utah to assist in residential revitalization and promotion of
home ownership in target areas in Salt Lake City, Utah. The Organization's current primary target
areas include the Jackson, Onequa, and Guadalupe neighborhoods, also known as the Fair Park
area. The following programs are currently in operation:

Home Ownership Preservation and Promotion program provides financing for qualified first-
time homebuyers and for home improvement and construction loans for persons who are
unable to obtain financing from traditional sources. These individuals are usually considered
too “high-risk” by financial institutions. The program also provides home buyer education,
financial fitness, coulhseling, and down payment assistance grants.
|

Community Based ‘Economic Development program provides activities that improve
commercial economic conditions in the community. This program began during the fiscal
year ended June 30, }%.006.

Community Buildinlg and Organizing program provides community organizing and other
activities that help r'Esidents and other stake holders come together to develop and provide
leadership to build @ strong community. The program includes the Youthworks project,
which provides home construction and improvements using troubled youth from target areas.
These participants assist loan clients with construction and learn job skills for future
employment.

Asset and Property Management program includes long-term responsibilities of ownership of
real estate.

Real Estate Development program provides activities involved in developing residential,
commercial, and multi-family real estate.

Financial Statement Presentation

The accompanying financijal statements of the Organization have been prepared using the accrual
method of accounting.

Contributions received are|recorded as unrestricted, temporarily restricted, or permanently restricted
support depending on the existence and/or nature of any donor restrictions.

Net assets of the Organization are reported according to the following three classes of net assets:




I T A N A =

Unrestricted - accounts

the Organization's operations.

purpose also are accoun

Temporarily Restricted
for purposes specified b

Permanently Restricted
and the income only be

Cash Equivalents

For purposes of reporting
highly liquid investments
considered a cash equivales

Contributions

Contributions are recorde
unconditional promise to g
temporarily or permanently
restriction expires (that i
accomplished), temporaril

for unrestricted assets (net of related liabilities) available for support of

Assets designated by the Board of Directors for a specific
ted for in this fund.

- accounts for resources currently available for use, but expendable only
the donor.

- accounts for gifts requiring in perpetuity that the principal be invested
used.

cash flows, cash and cash equivalents are defined as cash on hand and
with original maturities of three months or less. Restricted cash is not
nt.

1 as revenue when cash is received or the Organization receives an
ive from the donor. Donor-restricted support is reported as an increase in
restricted net assets, depending on the nature of the restriction. When a
5, when a stipulated time restriction ends or purpose restriction is
y restricted net assets are reclassified to unrestricted net assets and

reported in the Statement of Activities as net assets released from restrictions.

Mortgage Loans Receivabl

e and Loan Loss Reserve

Mortgage loans receivabls
reserve and deferred loan

> are stated at the unpaid principal amount reduced by the loan loss
origination fees. Interest on the loans is calculated using the simple

interest method on daily balances of the principal amount outstanding. Interest rates range from
zero percent to eight perceint with monthly payment terms ranging from one to thirty years. The"
loans are secured by real property.

The loan loss reserve is maintained at a level considered adequate to provide for estimated future

credit losses. The reserve
net charge-offs.

Property Held For Develop

Property held for developn
for development and rehal
third parties.

Management reviews prop!

is increased by provisions charged to operating expense and reduced by

ment, Rehabilitation and Sale

nent, rehabilitation and sale represents property purchased in target areas
bilitation. Once rehabilitation is complete, these properties are sold to

erty held for development, rehabilitation and sale to determine estimated

net realizable values. Estimated amounts in excess of net realizable values are reduced to their net
realizable values and reflected in the allowance for loss. -

-10 -




Property and Equipment

Property and equipment a;Lre recorded at acquisition cost or, where donated, at estimated market
value at the date of the donation. Depreciation is computed using the straight-line method based on

the estimated useful lives

of the assets, which range from 3 to 15 years. Expenditures for repairs

and maintenance are charged to expense as incurred.

Donated Services

Amounts for donated se

ices are reflected in the financial statements if the services create or

enhance nonfinancial assets. The Organization pays for most services requiring specific expertise.
No amounts have been reflected in the financial statements for donated services. However, many
individuals volunteer their time and perform a variety of tasks that assist the Organization with
specific assistance programs, campaign solicitations, and various committee assignments.

|

Donated Property and Equipment

Donations of property and |equipment are recorded as support at their estimated fair value at the date
of donation. Such donations are reported as unrestricted support unless the donor has restricted the
donated asset to a specific purpose.

Nonprofit Status

of Utah and is exempt from federal income taxation under provisions of Section 501(c)(3) of the
Internal Revenue Code.

Functional Expenses

I The Organization was organized as a nonprofit corporation in accordance with the laws of the State

The Organization allocates its expenses on a functional basis among its programs and supporting

services. Expenses that can be identified with a specific program or supporting service are directly
classified to that program| or service. Other expenses that are common to several functions are
l allocated on a reasonable and systematic basis.

Use of Estimates :

The preparation of ﬁnanciLl statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, jactual results could differ from those estimates.

Long-lived Assets

l The Company reviews long-lived assets for possible impairment whenever events or changes in
, circumstances indicate that the carrying amount may not be recoverable, as measured by a
I comparison of estimated |future cash flows (undiscounted and without interest charges) to the

carrying value of the asset| Assets held for sale are written down to their fair value, less cost to sell.

-11-




‘At June 30, 2006 and 200

Reclassifications

Certain reclassifications have been made to the June 30, 2005 amounts to be consistent with the

classifications used at June

NOTE 2 - CASH BALAN(

30, 2006.

CES:

The Organization's cash is
exceed the federally insure
at June 30, 2006 and 2005

believe the credit risk assoq

held in federally insured bank accounts. The cash balances in four banks
d limit of $100,000 by a total of approximately $100,000 and $900,000
This is considered a concentration of credit risk. Management does not
riated with this concentration is significant.

NOTE 3 - RESTRICTED CASH:

loans sold to Neighborhoo
4. Tt also includes cash
Community Development

5, restricted cash included $159,187 and $254,668 held as a reserve for
d Housing Services of America (NHSA) as more fully described in Note
related to the Community Development Financial Institutions loan,
Block Grants, Home Program Grants, and Neighborhood Reinvestment

Corporation Grants which must be used for lending, development and rehabilitation activities.

Restricted cash consists of the following:
June 30,
2006 2005
Escrow and suspense funds $ 32,856 $ 41,601
Community Development Financial Institutions - 27,280
Community Development Block Grant 906,264 825,475
Neighborhood Reinvestment Corporation - 500,038
Neighborhood Housing|Services of America 159,187 254,668
Home Program 93.830 193,510
$1,192,137 $1,842,572
NOTE 4 - MORTGAGE LOANS RECEIVABLE:
Mortgage loans receivable were funded through the following sources:
June 30,
2006 2005
Organization assets $ 170,210 $ 498,855
Community Development Block Grant 659,325 713,364
Neighborhood Reinvestment Corporation 88,461 98,383
Community Development Financial Institutions 1,194,677 1,322,720
Revolving loans 538,258 560.188
2,650,931 3,193,510
Less loan loss reserve (135.649) (171.102)
$2,515,282 $3,022.408

-12-




During the year ended June 30, 2000, the Organization sold revolving mortgage loans totaling
$2,762,000 to NHSA. The Organization continues to provide mortgage loan services to NHSA for
these loans. As part of this sale, the Organization is required to replace or repurchase loans which
become more than 90 days delinquent. The Organization is required to secure this obligation by
maintaining additional mortgages and/or cash equal to twenty percent of the outstanding principal
amount of the mortgages held by NHSA. The balance of these sold mortgage loans total
$1,002,154 and $1,273,338 at June 30, 2006 and 2005. At June 30, 2006 and 2005, the
Organization has classified approximately $159,000 and $255,000 as restricted cash to meet this
requirement. However, the Organization has the option of using existing mortgage loans to meet
this requirement. During| the years ended June 30, 2006 and 2005, the Organization was not
required to replace or repurchase any loans.

During the year ended June 30, 2005, the Organization sold revolving mortgage loans totaling
approximately $710,000 to NHSA. The Organization continues to provide mortgage loan services
to NHSA for these loans. jAs part of this sale, the Organization is required to replace or repurchase
loans which become more than 90 days delinquent. The Organization is required to secure this
obligation by making a cash deposit with NHSA equal to ten percent of the outstanding principal
amount of the mortgages held by NHSA. The balance of these sold mortgage loans total $502,871
and $708,407 at June 30,/ 2006 and 2005. At June 30, 2006 and 2005, NHSA held on deposit
$70,926 of the Organization’s funds as security. In the case of delinquent loans, the Organization
has the option of using existing mortgage loans or their deposit to meet the requirement to replace
or repurchase loans. During the years ended June 30, 2006 and 2005, the Organization was not
required to replace or repurchase any loans.

The Organization provides mortgage assistance primarily to low-to-moderate income individuals.
The mortgage loans receivable are considered a concentration of credit risk.

NOTE 5 - PROPERTY HELD FOR DEVELOPMENT, REHABILITATION AND SALE:

Property held for development, rehabilitation and sale consists of the following:

June 30,
2006 2005
Vacant residential lots $ 351,662 $ 490,992
Residential real estate uilnder rehabilitation or
development, or helql for sale 3,746,665 2.500.775
? 4,098,327 2,991,767
Less allowance for loss (179.656) (184.605)
$3,918,671 $2.807,162
-13 -




NOTE 6 - INVESTMENT IN AND ADVANCES TO RELATED REAL ESTATE LIMITED

LIABILITY COMPANY: |

The Organization owns a
that owns a multi-family lc

.0067 percent managing member interest in a limited liability company
yw-income housing project (the Project) in the Organization’s target area.

Investment in and advances to related real estate limited liability company is as follows:

Loan receivable - intereg
Project cash flow, bal
by the Project’s real p;

Loan receivable - inter
Payments are due fr
payment of any defe
secured by the Project

Loan receivable - intert
and accrued interest i
the sale or refinancing
the Project’s real prop

Capital contributed as t
the Project.

The Organization has not
receivable as of June 30, 2
The Organization does ng
year.

June 30,
2006 2005
st at 1 percent, payable from available
ance due September 29, 2035, secured
roperty. $ 378,550 $ 50,000
est at 1 percent, due August 1, 2035.
om available project cash flow after
rred development fee. The loan is
’s real property. 300,000 300,000
est at 1 percent. Payment of principal
5 due June 1, 2035 or potentially upon
» of the Project. The loan is secured by
erty and an assignment of rents. 465,000 465,000
he .0067 percent managing member of
519,586 150.000
$1.663,136 $965,000

recorded any interest receivable or interest revenue related to these notes
2006. The Organization will record interest revenue when it is received.
t expect to receive any payments on these notes during the next fiscal

In connection with the a(iganization’s role in the development of the Project, the Organization

entered into a master le
described in Note 8. The
fully described in Note 13,

agreement relative to the Project’s commercial space as more further
Organization has also made certain commitments and guaranties as more

In connection with the Organization’s role in the development of the Project, the Organization is to

receive a development fee.

During the year ended June 30, 2004, the Organization received

$60,000 as a development fee payment. The $60,000 payment was recorded as development fee
revenue during the year dnded June 30, 2004. The remaining fee of approximately $985,000 is
primarily payable from av!ailable project cash flow, and therefore it is uncertain whether the Project
will have sufficient cash flow to pay the fee. Accordingly, the Organization has not recorded the
unpaid portion of this fee as development fee receivable or revenue as of June 30, 2006 and 2005.
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NOTE 7 - PROPERTY AND EQUIPMENT:

Property and equipment consists of the following:

June 30,
2006 2005
Land $ 53,158 $ 53,158
Buildings 315,701 315,701
Building improvements 36,419 34,114
Vehicles 57,583 57,583
Tools 17,100 17,100
Equipment 198,237 193.621
678,198 671,277
Less accumulated depreciation (438.512) (400,112)
$ 239,686 $ 271,165

NOTE 8 - ACCRUED MASTER LEASE OBLIGATION:

Effective September 2005

, the Organization and a for-profit developer, acting as co-managing

members of the related r%z estate limited liability company discussed in Note 6, entered into a

master retail lease agree
Agreement, the co-manag
the Project for $156,000
managing members are al
share of property taxes.

additional five years until
The Organization expects

The co-managing member
2006 and 2005, the Org

ent (the Agreement) with the Project. Under the terms of the
ing members committed to lease 13,000 square feet of retail space at
per year from October 1, 2005 to September 30, 2010. The co-
50 responsible for common area maintenance costs and a proportionate
The Project has the unilateral right to extend the term of the lease an
| September 30, 2015 by giving notice to the co-managing members.
the Project to exercise this extension provision.

s will sub-lease the commercial space to unrelated tenants. At June 30,
sanization has recorded a liability totaling $254,234 and $300,000

representing the discounts
Project, net of sub-lease r
is based on expected occ

>d, estimated future cash flows the Organization expects to pay to the
ental receipts, as a result of entering into the Agreement. This estimate
pancy of 80 percent, a three percent annual increase in common area

maintenance costs and property taxes, a discount rate of six percent, and an estimated sub-lease
rental rate of $10 per squaLre foot.
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NOTE 9 - NOTES PAYABLE - REHABILITATION AND DEVELOPMENT:

Notes payable - rehabilitation and development represent amounts borrowed to develop and/or

rehabilitate real estate inciI

loans consist of the followi

Note payable - Salt Lakie City Corporation (SLC), zero interest,

uded in property held for development, rehabilitation and sale. These
ng:

June 30,
2006 2005

principal due when underlying real estate is sold. Secured by

real - estate included

in property held for development,

rehabilitation and salel, and cash. $ 714,760 $ 422946

Note payable — SLC, interest at 2 percent, principal and accrued
interest due August 1, 2008. Secured by real estate included

in property held for de

Note payable - financial

velopment, rehabilitation, and sale. 300,000 -

institution, interest at 1 percent, interest

only payments due annually on June 1 of each year. All

principal and accrue
unsecured.

Note payable - Redevel

d interest is due on June 1, 2014,
500,000 500,000

opment Agency of Salt Lake City (SLC

RDA), interest at 3 percent, principal and interest are due as

certain real estate

unﬁts are sold, but no later than July 31,

2006. Secured by real estate included in property held for

development, rehabili
|

tation and sale. 298,852 242,787

Note payable - SLC l A, interest at 8 percent, payable as
interest is collected on the $465,000 loan receivable (Note 6),

matures June 1, 20
receivable (see Note 6

Note payable - financ
interest only paymen
2008, when the pring
unsecured.

The note payable and an
totaling $465,000 will onl;

35. Secured by corresponding note
). 465,000 465,000

ial institution, interest at 3.5 percent,
its required quarterly through April 1,
ipal and any remaining interest is due,
500,000 500.000

$2,778,612 $2,130,733

y related accrued interest owed to the SLC RDA on its note payable
y be required to be repaid in an amount equal to the principal and interest

the Organization receives from the Project under a corresponding note receivable (Note 6).

Accordingly, the Organiza
the accompanying financia

tion has not recorded any accrued interest payable or interest expense in
1 statements related to this note payable.
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NOTE 10 - LONG-TERM DEBT - REVOLVING LOANS:

Long-term debt - revolving loans represent amounts borrowed to make loans to individuals living in
target areas. These loans consist of the following:

June 30,
2006 2005

Notes payable, interest at 6.25 percent, principal and interest
payments required as corresponding loans receivable are
collected, secured by the loans made with these loan proceeds.
Maturing November 2004. Repaid during the year ended June
30, 2006. $ - $ 71,246

Notes payable, interest icurrently at 5 percent but variable up to

a maximum of 6 percent based on changes in the previous four

year average U.S. Treasury rate. Principal - and interest

payments required as corresponding loans receivable are

collected, secured by [loans made with these loan proceeds. v

Matures as corresponding loan receivables mature. 538,091 488,942

Note payable, interest at 2.3 percent with interest due quarterly.
Maturing November 2010. 1,350,000 1,350.000

$1,888,091 $1,910,188

Year ending June 30,

2007 § 14,884
2008 17,032
2009 17,904
2010 18,820
2011 1,369,783

Thereafter , 449,668
1,888.091

I Estimated future maturities of this long-term debt are as follows:
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NOTE 11 - NET ASSETS

Net assets consist of the following:

June 30,
2006 2005
Unrestricted net assets:
Property and equipment $ 239,686 $ 271,165
Investment in and advances to related real estate
limited liability company, net of note payable 1,198,136 500,000
Undesignated 35.427 600.422
1,473.249 1,371,587
Temporarily restricted net assets: ' |
Neighborhood Reinvestment Corporation Grants 40,000 34,000
Grants to new home buyers 28,000 28,000
Youthworks 47,727 -
Art mural ' 7.850 -
123,577 62,000
Permanently restricted net assets:
Community Development Block Grants 1,592.037 1,566,203
Neighborhood Reinviestment Corporation Grants 1,701,370 1,651,370
3,293.407 3,217,573
4,890,233 4,651,160

Community Development| Block Grants are used to make first and second mortgage loans to
individuals primarily in the target areas. Grants received and the related interest earned on the
related loans are restricted for this purpose.

Permanently restricted Neighborhood Reinvestment Corporation Grants are used for down payment
assistance, property acquisition, development, and rehabilitation in target areas. Upon completion
of development or rehabilitation, these properties are sold. These grants are restricted for this

purpose.

The permanently restricted|net assets are invested as follows:

Neighborhood
Community Development Reinvestment
Block Grants Corporation Grants
June 30, June 30,
2006 2005 2006 2005
Restricted cash $ 906,264 $ 825475 $ - $ 500,038
Mortgage loans receivable 659,325 713,364 88,461 98,383
Organization office building 26,448 27,364 - -
Property held for development,
sale or rehabilitation - - 1,612,909 _1.052,949

$1.592.037 $1.566.203
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NOTE 12 - CONCENTRATIONS AND CREDIT RISK:

The Organization provides mortgage loans to low-to-moderate income individuals in the Salt Lake
City area. Mortgage loarns receivable are a concentration of credit risk. Also, the Organization has
a significant investment fin real property concentrated in a small section of Salt Lake City. As
discussed in Note 2, the Organization has cash held in federally insured bank accounts that exceeds
the federally insured limit. Management does not believe the credit risk associated with these
concentrations is significant.

NOTE 13 - COMMITMENTS AND CONTINGENCIES:

As discussed in Note 4, the Organization has sold revolving mortgage loans to NHSA and
continues to service these loans. Under the first sale agreement, the Organization is required to
replace or repurchase any loan which becomes more than 90 days delinquent and is required to hold
additional mortgage loans and/or cash equal to twenty percent of the outstanding principal amount
of these mortgage loans| held by NHSA under this agreement. At June 30, 2006 and 2005, the
principal balance of the mortgage loans sold to NHSA totaled $1,002,154 and $1,273,338. At June
30, 2006 and 2005, nonel|of these mortgage loans were more than 90 days delinquent.

Under the second sale agreement, the Organization is also required to replace or repurchase any
loan which becomes more than 90 days delinquent and is required to maintain on deposit with
NHSA an amount equal to ten percent of the amount of the outstanding principal amount of
mortgage loans held by NHSA under this agreement. At June 30, 2006 and 2005, the principal
balance of the mortgagd loans sold to NHSA totaled $502,871 and $708,407 and NHSA held a
deposit of $70,926 from the Organization. At June 30, 2006 and 2005, none of these mortgage
loans were more than 90|days delinquent.

As discussed in Note 6, the Organization owns a .0067 percent managing member interest in a
limited liability company that owns a multi-family low-income housing project (the Project).
With this role, the Organization has made the following commitments:

Construction Completion and Development Deficit Guarantee

The managing member shall cause the final completion of construction to occur and shall
advance to the Project an amount equal to all development deficits or operating deficits until the
lease-up date. Any such advances shall be deemed to be capital contributions. This guarantee
expires once the praject achieves breakeven operations as defined by the operating agreement.
As of June 30, 2006, the Organization has advanced $519,586 under this guarantee. The
requirements of the lease-up date were met in October 2005 and the Organization’s obligation
under this guarantee|has ended.
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Operating Deficit Guarantee

The managing member guarantees it will make advances up to $650,000 (the Organization’s
share of this totals $435,500) to the Project to fund operating deficits at any time during the
period after the leas¢-up date until the Project has operated at break-even for at least three

consecutive calendar years and the Project has a sufficient operating reserve as defined in the

operating agreement.
and be payable solely
under this guarantee a

Tax Credit Recapture

The operating deficit loans shall be non-recourse, non-interest bearing
from net cash flow. As of June 30, 2006, no amounts had been advanced
greement.

Guarantee

The managing member guarantees to pay amounts to the investor member if there is a tax credit

recapture event. The

payment amount shall be equal to any deficiency assessed against the

investor member resulting from a tax credit recapture event plus any penalty and interest related
to the deficiency and %Lny tax resulting from any payment as a result of this agreement.

|
Tax Credit Availabilify Guarantee

The managing memh
credit period the actua

NOTE 14 - RETIREMEN

er guarantees to pay amounts to the investor member if during the tax
1] credits are less than projected credits.

T PLAN:

The Organization sponso
contributions to the Plan,
contributions on behalf o

rs a defined contribution retirement plan (the Plan). Employees can make
After three years of service, the Organization also makes matching Plan
eligible employees. Organization contributions vest immediately to the

employee. During the years ended June 30, 2006 and 2005, Organization contributions to the Plan

totaled $9,854 and $11,306.

NOTE 15 - RELATED P

ARTY TRANSACTIONS:

Certain members of the
provided loans to the Org;

As of June 30, 2006 and

Organization's board of directors are employed by lenders who have
anization.

2005, the Organization has made investments in and advances to a related

real estate limited liability company totaling $1,663,136 and $965,000 as more fully described in

Note 6. The Organizati

on has also entered into a master retail lease agreement with this same

related party as more fully described in Note 8.

NOTE 16 - GRANTS:

At June 30, 2006, the Organization has available HOME Funds of approximately $425,000 to be

used either to originate

loans as the Organization finds qualified borrowers or to develop new

housing consistent with the terms of the grant contract.
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NOTE 17 - UCDC GRANT:

During the years ending June 30, 1999 and 2000, the Organization made grants totaling $100,000 to
Utah Community Development Corporation (UCDC), a Salt Lake City non-profit organization.

UCDC used these grant
provided $2,000 interest

amounts in a home purchase down-payment assistance program which
free loans or grants to low-income recipients. Amounts disbursed under

this program will be considered grants to recipients if the recipients do not sell or transfer title to
their homes during the first 15 years of their mortgage. If the recipients sell or transfer title to their

homes during the first 1
Organization. Any amo
the years ended June 30,
recorded as revenue.

years of their mortgage, the original amount loaned will be repaid to the
ts repaid will be reflected as revenue in the financial statements. During
2006 and 2005, $6,000 and $3,000 was received under this agreement and
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SALT LAKE NEIGHBORHOOD HOUSING SERVICES, INC.

SCHET

DULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2006

Federal
Federal Grantor/Pass-Through CFDA
Grantor/Program Title Number
United States Department of Housing
and Urban Development
Pass-through Salt Lake City:
Community Development Block Grant 14.218
HOME Funds (1) 14.239
Pass-through NeighborWorks America 14.169
United States Department of the Treasury
Community Develppment Financial
Institutions Fund (1) 21.020
Neighborhood Reinvestment Corporation
Expendable Grant 99.999
Capital Grant 99.999
Significant Accounting Policies

Pass-through
Number

Federal Loan
Balances and

Expenditures

#991CD001469

$ 169,600
1,957,849
11,866

1,194,677

140,000
50,000

3.523,992

The Schedule of Expenditures of Federal Awards has been prepared on the accrual basis of

accounting and accordin
Significant Accounting
through 12.

(1) Major program

igly reflects all significant payables and other liabilities. A summary of

Policies used in the preparation of the financial statements is on pages 9

223 .




> Lake, Hil & Myers

A PROFESSIONAL COHPORAT/O:N
CERTIFED PUBLIC ACCOUNTANTS

6695 South 1300 East
Salt Lake City, Utah 84121
Voice: (801) 947-7500 Fax: (801) 947-7609

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL

REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS

PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

October 20, 2006

To the Board of Directors and Management of
Salt Lake Neighborhood Housing Services, Inc.

We have audited the financial statements of Salt Lake Neighborhood Housing Services, Inc..as of
and for the year ended June 30, 2006, and have issued our report thereon dated October 20, 2006.

We -have conducted out

audit in accordance with auditing standards generally accepted in the

United States of America, and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining re

Services, Inc.'s financial

asonable assurance about whether Salt Lake Neighborhood Housing
statements are free of material misstatement, we performed tests of its

compliance with certain provisions of laws, regulations, contracts and grant agreements,
noncompliance with which could have a direct and material effect on the determination of

financial statement am

unts. However, providing an opinion on compliance with those

provisions was not an objective of our audit and, accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Salt Lake Neighborhood Housing Services,

Inc.'s internal control oy
the purpose of expressin

er financial reporting in order to determine our auditing procedures for
g our opinion on the financial statements and not to provide an opinion

on the internal control over financial reporting. The results of our tests disclosed no instances of

noncompliance or other
Standards.

This report is intended

matters that are required to be reported under Government Auditing

for the information of the board of directors, management and federal

awarding agencies and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

Ldu, 4LL %

l.auA/
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» Lake, Hill & Mye

SR T NE eE EaE am

-Neighborhood Housing

A PROFESSIONAL CORPORATIO

CERTIFIED PUBLIC ACCOUNTANTS

rs

N Salt Lake City, Utah 84121

6695 South 1300 East

Voice: (801) 947-7500 Fax: (801) 947-7609

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH

MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN

ACCORDANCE WITH OMB CIRCULAR A-133

October 20, 2006

To the Board of Director
Salt Lake Neighborhoo

Compliance

We have audited the cc
types of compliance re
(OMB) Circular A-133
programs for the year e
major federal program
accompanying schedule

s and Management of
d Housing Services, Inc.

ympliance of Salt Lake Neighborhood Housing Services, Inc. with the
quirements described in the U.S. Office of Management and Budget
Compliance Supplement that are applicable to each of its major federal
nded June 30, 2006. Salt Lake Neighborhood Housing Services, Inc.'s
5 are identified in the summary of auditor's results section of the
of findings and questioned costs. Compliance with the requirements of

laws, regulations, contracts and grants applicable to each of its major federal programs is the

responsibility of Salt
responsibility is to exp
compliance based on out

We conducted our audit]
in the United States o
Government Auditing S
OMB Circular A-133,
Those standards and ON
reasonable assurance ab
referred to above that
occurred. An audit incl
Housing Services, Inc

Lake Neighborhood Housing Services, Inc.'s management. Our
ress an opinion on Salt Lake Neighborhood Housing Services, Inc.'s
r audit.

of compliance in accordance with auditing standards generally accepted
f America; the standards applicable to financial audits contained in
tandards, issued by the Comptroller General of the United States; and
Audits of States, Local Governments, and Non-Profit Organizations.
IB Circular A-133 require that we plan and perform the audit to obtain
out whether noncompliance with the types of compliance requirements
could have a direct and material effect on a major federal program
ndes examining, on a test basis, evidence about Salt Lake Neighborhood
's compliance with those requirements and performing such other

procedures as we considered necessary in the circumstances. We believe that our audit provides
a reasonable basis for our opinion. Our audit does not provide a legal determination on Salt Lake

Services, Inc.'s compliance with those requirements.

In our opinion, Salt Lake Neighborhood Housing Services, Inc. complied, in all material respects,
with the requirements referred to above that are applicable to each of its major federal programs
for the year ended June B30, 2006.
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Internal Control Over Compliance

The management of Salt Lake Neighborhood Housing Services, Inc. is responsible for
establishing and maintaining effective internal control over compliance with requirements of
laws, regulations, contracts and grants applicable to federal programs. In planning and
performing our audit, we considered Salt Lake Neighborhood Housing Services, Inc.’s internal
control over compliance with requirements that could have a direct and material effect on a major
federal program in order to determine our auditing procedures for the purpose of expressing our
opinion on compliance and to test and report on internal control over compliance in accordance
with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is a
condition in which the design or operation of one or more of the internal control components

does not reduce to a

relatively low level the risk that noncompliance with applicable

requirements of laws, regulations, contracts and grants caused by error or fraud that would be

material in relation to a
within a timely period by

major federal program being audited may occur and not be detected
employees in the normal course of performing their assigned functions.

We noted no matters involving the internal control over compliance and its operation that we
consider to be material weaknesses.

This report is intended for the information of the board of directors, management and federal

awarding agencies and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

Loke, H2F % Mt
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Summary of Auditors' Re

SALT LAKE NEIGHBORHOOD HOUSING SERVICES, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2006

sults

1i.

1il.

iv.

vi.

vii.

viii.

ix.

Audit Findings

The auditor issueg

There are no rep
financial statemer

The auditor note
statements of the

1 an unqualified opinion on the financial statements of the Organization.

ortable conditions or material weaknesses in internal control over the
its disclosed as a result of the audit of the financial statements.

d no instances of noncompliance which are material to the financial
Organization.

There are no reportable conditions in the internal control over major programs disclosed as
a result of the audit of the financial statements.

The auditor issued an unqualified opinion on compliance with requirements applicable to
each major program.

The auditor identified no findings reported under the caption of Findings.

Major programs consisted of:

Federal CFDA
Number Expenditures
United States Department of Housing
and Urban Development
HOME Funds 14.239 $1,957,849
Community Development Financial Institutions 21.020 $1,194,677

The dollar threshold to distinguish Type A and Type B programs was $300,000. Programs
were selected to meet the percentage coverage rule of OMB Circular A-133 § .520().

The Organization did not qualify as a low-risk auditee.

There are no audit findings resulting from the audit.
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SALT LAKE NEIGHBORHOOD HOUSING ISERVICES, INC.
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

Ref

05-1

05-2

05-3

YEAR ENDED JUNE 30, 2005

Finding

The Organization requested and received approval to change the use of
Community Development Financial Institutions (CDFI) loan proceeds from
financing rehabilitation loans to financing refinance loans. However, the
specific loan qualification criteria was not well defined. This finding was
resolved during the year ended June 30, 2006.

The Organization lent or refinanced at least three loans using CDFI funds to
borrowers who did not meet applicable low-income requirements. This

finding was resolved during the year ended June 30, 2006.

For new loans issued during the year, no loan file checklists were included.
This finding was resolved during the year ended June 30, 2006.
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